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Yemeni Background 

TAKING advantage of the anti-British climate generated by the 
Suez affair and the lack of sympathy shown in many quarters to 
the Anglo-French intervention, the Zeidi Imam of the Yemen has 
renewed attacks on the Aden Protectorate and has again been in- 
stigating Protectorate tribes to cause trouble. In 1955 the Yemen 
concluded a fresh treaty with the U.S.S.R. and this was followed 
by contacts with several satellite countries. The new approaches 
to Russia are being followed up by a visit from the Soviet Am- 
bassador in Cairo and no doubt material help is being given. All 
this has its origin in the Zeidi claim to Aden and the Protectorate, 
and there have been earlier attempts to capture them. The previous 
Imam Yahya, father of Imam Ahmed, started aggression against 
the Protectorate soon after the Turks left the Yemen in 1918. He 
occupied Dhala from 1920 until 1928 when he was driven out. 

The Imam bases his claim, first, on his descent from Zeid, son 
of Ali Zein, son of Hussein, son of Ali and Fatima the Prophet’s 
daughter; secondly on the temporal power acquired by the Imams 
of Sada; and thirdly on the rulership of Yemen (which in Arab 
geographical terms includes Aden and the Western Protectorate) 
exercised by the Imams of Sana. 

The first ground is valid only in Zeidi eyes. British estimates of 
Zeidi strength have long been ‘about one third’. The late Imam’s 
account book put the Zeidis at 55 per cent and the Shafis at 45 per 
cent. What is certain is that South-West Arabia contains far more 
Sunnis of the Shafti school than it does Zeidis, who are a Shia sect. 

From 1630 to 1728 the Sana Imams ruled Yemen, including 
what is now the Aden Protectorate, but never very effectively. 
Prior to 1630 the Zeidis never had influence in that region. Be- 
tween 1728 and 1760 what is now the Western Aden Protectorate, 
and the Red Sea region of what is now the Yemen, both with 
Shafi population, became independent of the Imams who were left 
supreme only in the Highlands. 
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In 1839 the British took Aden and gradually the now inde- 
pendent Sultans and Sheikhs of the neighbourhood entered into 
protective treaty relations, which left them complete internal 
autonomy. In 1840 the Turks came back and ruled the present 
Yemen until 1918. The Imam started operations against the Pro- 
tectorate in 1919 and occupied the Red Sea region in 1925. By the 
treaty of Sana of 1934 the Imam agreed to put his claims to the 
Protectorate (which as Zeidi Imam he could not renounce) into 
abeyance for forty years, and in the meantime to discuss the 
frontier as it then existed. It was agreed in 1951 to appoint an 
Anglo-Yemeni Commission to demarcate the 1934 line at points at 
which its position was in doubt. In 1953 proposals for federation 
in the Protectorate were regarded by the Imam as a breach of the 
treaty and caused suspicion among many of the Protectorate 
people. The Imam held, and no doubt believed, that the treaty 
meant that nothing should be changed in the Protectorate: in the 
Protectorate feeling was due to a fear of ‘colonialism’. 

When relations with Egypt deteriorated, the ‘Voice of the Arabs’ 
radio played a large part in stimulating unrest. The Arabs of the 
Protectorate want nothing more than their internal independence 
under British protection as they enjoyed it until about 1953. While 
they would never willingly exchange British Protection for Zeidi 
rule, it must be recognized that in the wider context of the Middle 
East their sympathies will necessarily be more on the Arab side. 

The Yemenis have suggested a meeting of British and Yemeni 
officers on the frontier, and the Protectorate Rulers, whom the 
Governor of Aden has consulted, have agreed to this being held, 
subject to prior Yemeni evacuation of territory occupied. 


Reorganization in Soviet Economic Administration 

RECENT changes in one of the Soviet planning bodies confirm 
that trial and error continue to play a considerable role in the 
national economy. Personnel re-shuffles and administrative re- 
organization have occurred more than once since the end of the 
war. The State Planning Commission (Gosplan) was reorganized 
in 1948. In the spring of 1949 its head, N. Voznesensky, was re- 
replaced by his deputy M. Z. Saburov. In June 1950 Gosplan was 
again reorganized, becoming a committee of the Council of Minis- 
ters, with the support of two new committees, one for the pro- 
motion of modern techniques, the other to ensure supplies of 
equipment and materials. 
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In May 1955, after fresh complaints, the State Planning Com- 
mittee was split into (a) a State Planning Commission for long- 
term planning (Gosplan), and (b) a State Economic Commission 
for current planning (Gosekonomkommissiya), both attached to the 
Council of Ministers. The former Minister of Oil Industry, 
N. K. Baibakov, became head of the first, Saburov head of the 
second. Some decentralization was introduced, giving republics, 
the chief industrial administrations, and even factories ‘more 
scope for initiative’. 

One of the major complaints at that time was dislocation of the 
planned output: although overall figures of particular industries 
might show satisfactory plan fulfilment, individual trusts or enter- 
prises lagged behind; or, as frequently happened, factories ful- 
filled their targets in volume but not in detail. Another complaint 
was about the mad rush (shturmovshchina) for plan fulfilment in 
the last ten days of each month. 

Today, apparently, the situation is still unsatisfactory. Among 
the latest complaints are those directed against the bureaucratic 
attitude of the Commission for current planning, which, it is said, 
still keeps factories waiting for essential supplies; does not en- 
courage engineering plants to do independent work on new 
models; compels inventors of new machine tools to embark on 
their mass production, even when they happen to be scientific- 
technical research institutes; and tolerates delays in negotiations 
about technical details at Ministry level, instead of leaving them 
to the factories concerned. Mr Baibakov himself ‘regretfully’ 
admitted shortcomings in his own organization, Gosplan. 

These criticisms and complaints were tackled by the Central 
Committee of the party at the end of December. Mr Bulganin 
reported on the national economy in general, Baibakov and 
Saburov on their respective planning bodies. The resolution 
passed (Pravda, 25 December 1956) confirms the criticism pre- 
viously vented. The upshot of the session was another reorganiza- 
tion of the Commission for current planning. It has now been taken 
over by M. G. Pervukhin, who will have the support of six deputies 
with the rank of Ministers, all old and experienced hands. He him- 
self was Minister of the Chemical Industry in the 1940s. He also 
remains First Deputy Premier. No announcement has yet been 
made about Saburov, also a First Deputy Premier; it would seem 
that he has been dropped. 
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The European Common Market 


S1NcE the war various attempts have been made to bring about 
the economic integration of Europe. As long ago as 1947 the 
Committee for European Economic Co-operation discussed pro- 
posals for a European customs union. This particular scheme dis- 
appeared on to the agenda of a study group. Less far-reaching 
schemes were afterwards discussed, of which Benelux, although 
springing from an earlier discussion, is the chief surviving repre- 
sentative. The creation of the Organization for European Economic 
Co-operation (O.E.E.C.) in 1948 touched off a new series of activi- 
ties on more general lines. The O.E.E.C. soon assumed much 
wider functions than were required for its original purpose of 
acting as the European agency of the distribution of Marshall Aid 
funds. So far as economic integration is concerned the chief of 
these were the development of the European Payments Union and 
of the O.E.E.C. Code of Trade Liberalization. 

The next advance towards true economic integration was the 
creation of the European Coal and Steel Community. By the Com- 
munity Treaty signed in Paris on 18 April 1951, the six countries 
concerned—Western Germany, France, Italy, and the Benelux 
States—agreed to place the control of their basic resources in the 
hands of supra-national institutions. The Community Treaty re- 
placed the separate national markets for coal and steel by one 
unified market. This involved the elimination of six obstacles: 
customs duties and quantitative restrictions on movements of coal 
and steel between member countries; discriminatory transport 
rates; price discrimination for domestic and export sales within the 
Community area; cartels and agreements in restraint of trade; 
Government subsidies; and Government control of prices. 

The Community was conceived as the first of three major steps 
in the integration of the economic and political life of Europe.’ It 
was to be followed by the European Defence Community and the 
European Political Community. The failure of E.D.C. and the 
abandonment of the European Political Community left E.C.S.C. 
high and dry as the sole trophy of the federalist movement. But 
this setback soon proved to be only temporary. The Coal and Steel 
Community proved more successful than had been anticipated by 
the opponents of the supra-national approach. M. Monnet, its 


? See “The Schuman Plan and the Council of Europe’, in The World Today, 
November 1952. 
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principal advocate, decided to resign his office of President of the 
High Authority at the end of his initial term of office in order to 
devote all his energies to working for the cause of a United States 
of Europe. His enthusiasm was shared by the Benelux countries. 
At the Messina Conference of 1-2 June 1955 they put forward a 
plan for unification in the economic field. Two important schemes 
emerged—that for Euratom, a European atomic energy pool, and 
that for a general Common Market. In order to prepare the agree- 
ments needed to implement these plans a group of experts was 
appointed, working under the direction of heads of delegations. 
This Committee, which met under the chairmanship of M. Paul- 
Henri Spaak, the Belgian Foreign Minister, submitted its findings 
to the Foreign Ministers of the ‘six’ on 21 April 1956.1 On 30 May 
1956 the Foreign Ministers endorsed the report, which is now an 
official policy statement of the six countries.* 

In the interval between the Messina Conference and the pre- 
sentation of the Spaak Report the French elections took place, 
putting into office a Prime Minister and Foreign Secretary favour- 
able to European integration. M. Monnet in the meantime had 
formed a pressure group known as “The Action Committee for a 
United States of Europe’. This group has amongst its members 
prominent non-Communist trade union leaders, and in particular 
some Socialists who had hitherto shown no great enthusiasm for 
supra-nationalism. At the meeting of Foreign Ministers held at 
Venice at the end of May 1956 it was agreed that the work of 
drafting treaties for both Euratom and the Common Market should 
be put in hand. 

It is interesting to recall that the Messina Conference passed 
almost unnoticed in the British press and that interest in the 
Common Market was low right up to the meeting of the O.E.E.C. 
Council in July last. At this meeting the small countries of the 
so-called ‘Low Tariff Club’ (Benelux, Switzerland, and the 
Scandinavian countries) made the running just as Benelux had 
done at Messina. This took the form of a revolt against further 
removal of quantitative restrictions on trade without reduction of 
tariffs. This plan was not particularly welcome to Britain as any 
tariff reductions made were to apply equally to the other members 

1 Rapport des chefs de délégation aux ministres des Affaires Etrangéres (Comité 
intergouvernemental créé par la Conférence de Messina), Brussels, 1956. 

* No official translation of the Spaak Report has appeared in English but a few 


summaries have been published, for example: “The Spaak Report—a sum- 
marized translation of Part I’, in Planning, 17 December 1956. 
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of GATT according to the most-favoured-nation commitments. 
The results were a statement by the Economic Secretary to the 
Treasury, Sir Edward Boyle, expressing the Government’s in- 
terest in the Common Market, and the British proposal for a 
special O.E.E.C. working party to study the possible forms and 
methods of association between the Common Market and the other 
O.E.E.C. countries, in particular the possibility of establishing a 
Free Trade Area. 
Since then British interest in the Common Market has been sus- 
tained by statements by the Chancellor of the Exchequer, debates 
on the Council of Europe, statements by the Federation of British 
Industries, the Trades Union Congress, and the Association of 
Chambers of Commerce, and by innumerable articles in the press. 


THE COMMON MARKET PROPOSALS 


As the experts were asked to discover how a Common Market 
could be created, not whether it should be, the Spaak Report con- 
tains little or no argument in favour of the project. In modern 
conditions the separate national markets of Western Europe are too 
small to enable economies of size to be realized in industry except 
at the cost of creating monopolies. The creation of a Common 
Market involves three basic requirements: first, the abolition of all 
barriers to trade; secondly, the drawing up of market rules to 
prevent distortions due to national policies; and thirdly, additional 
steps that will be needed to ensure that the resources of Europe are 
fully used and developed. 

The transformation of the national economies will be spread 
over a transitional period of twelve years, divided into three four- 
year phases. A further period of three years will be added if 
necessary, so that the Common Market would be fully operative 
after twelve or fifteen years. 

The actual form of the Common Market is conditioned by the 
international obligations of the member countries. GATT requires 
that no new preferences should be created among member coun- 
tries through tariff reductions unless a Customs Union or Free 
Trade Area is formed. The report concludes that a Customs Union 
is the only practical form for the Common Market. Three other 
conditions are laid down by GATT. A Common Market with a 
common external tariff must include the major part of the trade 
between its members; it must be set up within ‘a reasonable length 
of time’; and the level of its common external tariffs must not be 
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higher than the average of the different tariffs which it replaces. 

Common institutions will be required to supervise the working 
of the Common Market. Four bodies are suggested. A Council of 
Ministers will be the instrument for consultation between Govern- 
ments to co-ordinate national economic policies. Secondly, a Euro- 
pean Commission composed of members appointed in common by 
member Governments will ensure that the Common Market rules 
are properly applied. Thirdly, a judicial body will be required to 
decide on problems of treaty violation, and it is suggested that the 
Court of Justice of E.C.S.C. should fulfil this function. Fourthly, 
it is proposed that the Common Assembly of E.C.S.C., with its 
membership suitably increased, should act as a forum for debates 
on the actions of the European Commission and on other matters. 
In addition there will be an autonomous investment fund whose 
purpose will be to provide funds for the realization of projects of 
common interest, regional developments, and adjustments made 
necessary by the opening of the Common Market. 


THE FUSION OF MARKETS 


The first basic requirement for the creation of a Common 
Market is the fusion of the several national markets by the aboli- 
tion of all barriers to trade between them. Internal tariffs will be 
abolished in three stages. In the first four-year stage they will be 
reduced by 30 per cent in three 10 per cent steps after one, two 
and a half, and four years. The second four-year stage will see a 
further 30 per cent reduction in three 10 per cent steps after five 
and a half, seven, and eight years. The final 40 per cent will be 
carried out in the last four or possibly seven year phase. A measure 
of flexibility is introduced by the proposal for a complicated system 
of grouping and weighting of tariffs which will give members some 
choice in deciding which tariffs to reduce first without sacrificing 
the principle of across-the-board tariff cuts. 

The common external tariff which is an essential feature of a 
Customs Union will be based on an average (arithmetical mean) 
of existing national tariffs for each commodity. This tariff will 
take effect gradually during the transitional period. New rates will 
apply from the start for goods where the existing unadjusted rates 
do not differ more than 15 per cent above or below the mean. 
Where the spread is wider than this the new rates will be intro- 
duced gradually. By the time tariffs within the Common Market 
have been eliminated the common external tariff will be in full 
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operation. A safeguard clause, enabling member countries running 
into difficulties to postpone the application of the common external 
tariff, is to be written into the treaty. The granting of a dispensation 
under this escape clause will be the prerogative of the European 
Commission. It will only be of a temporary character and must not 
affect more than 5 per cent of the total value of imports from out- 
side countries. A system of certificates of origin, quotas, or bans 
on re-exports will have to be enforced to avoid malpractices. 

The work of reducing quota restrictions and liberalizing trade 
has already been undertaken by O.E.E.C. Compared with the 
reference year 1948, some O.E.E.C. members have now achieved a 
go per cent liberalization of trade. The Report points out that the 
work of O.E.E.C. is limited in various ways. In particular, reduc- 
tion of quotas can take place simultaneously with manipulation of 
customs duties for purely national ends. It is proposed that afcer 
the first stage in tariff reduction has taken place quotas will be 
increased by 20 per cent annually so that all quota restrictions will 
have disappeared before the end of the transitional period. In the 
same way export controls within the Common Market must have 
been abolished by the end of the first four-year period. 


AGRICULTURE 


Agriculture is an essential feature of the Common Market and 
the industry is one of those which would benefit most from a 
wider market. Its special difficulties, both economic and social, 
lead to State intervention in many countries not only to guarantee 
prices but also to organize markets, develop research, and facilitate 
investment. Other difficulties arise from the considerable differ- 
ences between costs, sales, prices, and productivity in different 
regions of the member countries. Further, the inclusion of agricul- 
ture is essential if the balance of trade between member countries 
is to be maintained. Tariffs on agricultural products will be re- 
duced during the transitional period in the same way as other 
duties. Special powers will be granted to stop agricultural imports 
when home prices fall below certain levels. 

The development of a Common Market in agricultural produce 
involves consideration of a number of policy questions, in particu- 
lar price stability, the extent to which countries intend to remain 
self-sufficient, what safeguards are to be granted to smallholders, 
and whether manpower could be used more productively else- 
where. Existing national practices will be reviewed by the European 
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Commission and proposals for their gradual abolition or integration 
into the common agricultural policy will begin to come into force 
after the end of the first four-year phase. All separate national 
protective measures should have disappeared by the end of the 
transitional period. This does not mean that all agricultural pro- 
duce will be treated alike in the Common Market. There will be a 
free market for some produce with protection against imports from 
outside countries provided only by customs duties. For some key 
products special marketing organizations may be set up using such 
devices as import monopolies, stock piling, and price guarantees. 


POLICY FOR THE COMMON MARKET 


The abolition of tariffs will not in itself ensure the free play of 
competition. The Report sets out rules for the elimination of dis- 
tortions in the form of subsidies, restrictive practices, and mono- 
polies which the European Commission will be given powers to 
enforce. Apart from direct discrimination, differences in national 
legislative and administrative systems may also prevent free com- 
petition. The Report insists that the fact that taxes or social security 
benefits are higher in one country than another does not of itself 
distort competition. Such cost differences are part of the basic 
data of the economic system in the same way as the lack or abun- 
dance of mineral reserves, or high or low living standards. The 
degree of deliberate harmonization needed for the proper working 
of the Common Market is limited. It must combat only those 
specific distortions which favour or handicap certain branches of 
economic activity. The Report suggests that the European Com- 
mission should make a special study of specific distortions resulting 
from such matters as direct or indirect taxation, the financing of 
social security systems, certain price regulations, working condi- 
tions such as equal pay for men and women, and different credit 
policies. In transport, rate discrimination on grounds of nationality 
will be abolished in the first four-year period. After that tapering 
rates for international through traffic will be introduced as has 
been done already in the case of coal. 

The problem of exchange rates is recognized by the Report. The 
free play of competitive forces can be distorted by the maintenance 
of unreasonable exchange rates by member countries. If a country’s 
overall balance of payments remains in equilibrium it suggests that 
its internal cost and price levels are about right at the prevailing 
exchange rate. The Report favours reliance on monetary policy to 
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correct any temporary disequilibrium. While the progressive crea- 
tion of a Common Market will introduce new factors into the 
balance of payments situation, it would be unwise to meet them 
by abrupt changes in exchange rates, and adjustments will, it is 
hoped, take place in the structure of production costs. 

A Readaptation Fund will be started to safeguard workers 
against the risks of unemployment arising from the opening of the 
Common Market. Where a firm wholly or partly closes down, the 
Fund will meet half the cost of retraining workers or moving them 
to other areas. The Fund will also be used to maintain the incomes 
of workers temporarily unemployed as part of an officially ap- 
proved reconversion scheme. These measures will only apply in 
cases where labour changes are directly due to the creation of the 
Common Market. The readaptation proposals are to be supple- 
mented by measures to give freedom of movement to all workers. 

Freedom of capital movements will also be introduced before 
the end of the transitional period. The aim will be to remove 
conditions limiting free capital movements. Priority will be given 
to the liberalization of transfers connected with debt servicing, real 
estate deals, and the abolition of protectionist barriers to foreign 
investment. 

Finally the Report proposes an Investment Fund with three 
main tasks. These are, first, to finance projects of general interest 
such as atomic energy plants, which might be beyond national 
resources ; secondly, to finance the provision of basic services, such 
as electricity supply, in the less developed regions of the Common 
Market; and thirdly, to help in carrying out Government-spon- 
sored reconversion schemes necessitated by the opening of the 
Common Market. The Fund is to have a basic capital of one billion 
dollars subscribed by member Governments. Further funds would 
be obtained by borrowing on the capital market. 

Several amendments to the Report have been made during the 
treaty-drafting conference. In addition a number of important 
issues are still undecided. Foremost among these is the French 
claim that social policies covering wage levels, provision of equal 
pay, the length of the working week, and scales of social benefits 
and charges should be harmonized progressively in step with re- 
ductions in tariffs. Other problems are fixing of the precise level of 
external tariffs, the right to reintroduce trade restrictions in face 
of balance of payments difficulties, the operation of the Investment 
and Readaptation Funds, the treatment of agriculture, the inclu- 
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sion of overseas dependencies raised by France and Belgium, and 
the constitution and powers of the various institutions. There is 
also the problem of deciding whether the plan should proceed 
automatically from one stage to another or whether progress should 
be conditional on the unanimous agreement of the Governments 
concerned. Some of these difficulties will have been resolved by 
the time the treaty is signed. The rest will be discussed in detail 
in the national Parliaments during the debates on its ratification. 


THE BRITISH POSITION 


The British attitude to the movement for European unity has 
been one of cautious reserve. Britain has played an active part in 
intergovernmental bodies, notably O.E.E.C., but both Socialist 
and Conservative Governments have found no difficulty in refus- 
ing invitations to participate more fully in E.C.S.C. Last year saw 
a considerable increase in interest and both Socialist and Conserva- 
tive back-benchers have put down motions in favour of the free 
trade ideas. The British attitude to the Common Market became 
more positive when it began to look as though the scheme would 
be realized. Three possible courses of action had to be considered: 
joining the Common Market, ignoring it, or finding some way of 
associating with it through a Fiee Trade Area. 

The first course was never very seriously considered because of 
Britain’s special position in relation to the Commonwealth. More- 
over, full membership of a Common Market would mean a com- 
plete reversal of the protectionist trade policies followed by Britain 
since the Ottawa Agreements of the early 1930s. The Commission’s 
proposals involve not only a removal of barriers to trade but a 
transfer of control over tariff policies to the European Commission. 
Full-scale integration of economic policies will undoubtedly in- 
volve integration of social policies, and this is a step which the 
trade union movement and the electorate generally is not yet pre- 
pared to take. Indeed the statement made by the T.U.C. on the 
Common Market proposals states categorically that standards of 
wages and social security must be safeguarded before Britain is 
committed in any way. 

Then again there is the peculiar position of Britain as guardian 
of the gold and dollar reserves of the Sterling Area. This guardian- 
ship may be one of the prices Britain is paying in order to maintain 
her prestige among the nations of the world. But it is a price that 
she has so far paid willingly. The future of sterling as an inter- 
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national currency is involved. No one has yet suggested that 
Britain should give up her responsibilities or ask the Common- 
wealth countries to make some other arrangements. 

The second main difficulty involved in Britain’s relationship 
with the Common Market is over Imperial Preference. Some 50 
per cent of U.K. exports to the Commonwealth countries receive 
tariff preference, and about 55 per cent of Commonwealth exports 
to Britain. The average preferential margin is about 6 per cent in 
each case, and even so these are being gradually reduced. 

A further problem which full membership of the Common 
Market would involve would be the creation of anti-Imperial 
Preference. Full membership would mean that goods coming to 
Britain from the Commonwealth would have to pay the common 
tariff. New Zealand butter would pay duty, butter from Holland 
would come in free. Such a prospect is politically unthinkable 
however strong the economic arguments for British membership 
of the Common Market may be. 

The second possible course of action is for Britain to ignore the 
Common Market. To do so would invite severe losses. The fusion 
of the ‘six’ will create a very powerful bargaining unit. The six 
account for one-eighth of Britain’s external trade but Britain 
accounts for only one-twelfth of their external trade. Britain has 
therefore much less to bargain with if a tariff-raising argument 
should be started. Whatever level is adopted for the common 
external tariff, the elimination of internal tariffs will make it in- 
creasingly difficult for British manufacturers to compete in the 
West European market. Cost inflation in Britain already handicaps 
exporters in competition with German manufacturers. To take no 
action would mean that the opening of the Common Market will 
give German industry a tariff preference of anything up to about 
20 per cent in a market which accounts for one-eighth of British 
exports. Also the volume of trade with the primary producing 
countries of the Commonwealth has been increasing at a very slow 
rate in the post-war years. The industrial areas have meantime 
offered increasingly attractive markets. Trade between primary 
producing countries and industrial areas increased by only 38 per | 
cent between 1948 and 1954. Trade between industrial areas rose 
in the same period by 57 per cent. The West European market is 
in fact one of the fastest growing export markets. It would clearly 
be inviting economic disaster for Britain to cut herself off from 
such a market. ' 
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It is in the broader perspective that the arguments against taking 
no action are most convincing. The Common Market will have a 
population of 162 million. The cost advantage that Continental 
industries will receive in mass-producing goods for a market of this 
size are enormous. In addition the opportunities for capital forma- 
tion and investment in such an area will serve further to emphasize 
the difficulties now facing Britain in these matters. British industry 
would inevitably fall further behind in the export race. 


THE FREE TRADE AREA 


The third course of action, and the one which it now appears 
will be followed, is that Britain will participate in a Free Trade 
Area covering most of the O.E.E.C. countries. The difference 
between a Free Trade Area and a Common Market is largely in the 
treatment of third countries. As a member of a Free Trade Area 
Britain would be able to retain tariffs with third countries at their 
present level while removing all tariffs on goods from the Common 
Market countries. The British Government would retain control 
over monetary, fiscal, and commercial policies. Her position in 
relation to the Sterling Area reserves would not be affected. 

Imperial Preference would still present a problem. In a Free 
Trade Area whilst there would be no tariff discrimination against 
Commonwealth products, the preference for them over those of 
the Common Market countries would disappear. This difficulty 
can be got over if agricultural products and raw materials are 
excluded from the Free Trade Area, as the majority of trade 
attracting preferences is in these products. And this is the solution 
now proposed. 

The Working Committee of O.E.E.C. to examine the practica- 
bility of setting up a Free Trade Area to work with the Common 
Market is reported to favour the scheme. The countries likely 
to join in addition to Britain are the Scandinavian Powers with 
Iceland, and Austria, Switzerland, and Eire. The remaining 
O.E.E.C. members—Portugal, Spain, Greece, and Turkey—do 

not on the face of it look likely candidates for the scheme. The size 
of the market formed by the six and Britain together with Austria, 
Switzerland, and the Scandinavians is of the order of 240 million. 
If all the possible members are included the population figure goes 
up to 311 million. 

The task of making a Free Trade Area will not be easy. The 
first step will be the removal of customs duties throughout the 
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area except for those categories of trade declared excluded pro- 
ducts. The whole process will be a gradual one taking place in 
stages similar to those contained in the Common Market plan. The 
second main change will be the abolition of all quota restrictions, 
again over a period of years. The O.E.E.C. Code of Trade Liberal- 
ization has already taken the O.E.E.C. countries a long way down 
this particular path. 

One complication that will have to be dealt with is the difficulty 
arising from the fact that member countries retain varying external 
tariffs. Unless free internal trade is limited to goods produced in 
the Free Trade Area all imports from third countries will come in 
through the country where the external tariff is lowest. The Spaak 
Report chose a customs union in order to avoid these complex 
problems. The report of the O.E.E.C. working party, however, 
now seems to indicate that practical solutions can be found. 

So far as British industry is concerned, the reaction has been 
broadly in favour of participation. The Federation of British 
Industries made a report to the President of the Board of Trade 
at the beginning of November last in which it was stated that of 
664 member firms canvassed 479 were favourable to negotiations 
for participation in the Free Trade Area, 147 were opposed, and 
thirty-eight had not been able to reach a decision. The Association 
of Chambers of Commerce reported at the same time that of a 
total membership of 60,000 some 37,000 were in favour of ‘examin- 
ing the possibilities of associating with the six common market 
countries by means of a partial free trade area’. The T.U.C. report, 
while stressing the need to safeguard living standards and the level 
of social security benefits, was also in favour of participation. 

The next move will be the signing of the treaty setting up the 
Common Market. This is now timed for late February. The treaty 
will then have to be ratified by the six national Parliaments. This 
may take as long as six months and is the most critical phase of the 
whole operation. The safeguards demanded by France on har- 
monization of social security payments before the reduction of 
tariffs begins, and the arguments over the inclusion of overseas 
territories, will not be reconciled in a hurry. When the treaty is 
ratified, and few would say that it will not be, negotiations for 
association with it can begin. The method to be followed is not yet 
clear, but presumably O.E.E.C. will act as the parent body. What 
is clear is that the bargaining stage is now about to start. The 
Common Market once it is formed will be a very rigid institution. 
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Britain has taken the first steps towards a new political relationship 
with Western Europe. Properly handled this could mean not only 
great economic advantage but also a new opportunity for political 
leadership. 


R. B. 


Gold Coast Independence 
Prospects and Problems of the New State of Ghana 


BRITISH policy in Africa is widely believed to stand or fall by the 
success of the handing-over of power to the Nkrumah Govern- 
ment in March. Will this act of state be followed by comparatively 
stable conditions, or by a collapse of the structure erected since 
the war, accompanied by violence, open or hidden, and the end of 
central authority in large and important areas of the country? 

It would be a bold prophet who would hazard a guess, but it is 
perhaps worth considering some of the strands in an excessively 
complicated situation, some of which are purely local, others 
common to other territories in British Africa, and most of them not 
realized in the outside world, which tends to think in terms of 
simple political power-grouping and discussion in constitutional 
terms. 

An earlier article in this review! discussed the background and 
the course of events from 1954 up to September 1955. It may be 
convenient, before attempting an analysis of the present situation, 
to give a brief summary of political events since then, remembering 
always that their framework and terminology is even more remote 
in relation to the various peoples of the Gold Coast than in other, 
more homogeneous societies. For example, the word for ‘Federa- 
tion’ in Twi, the principal language of the country, means ‘separa- 
tion’; the word for ‘Opposition’ in many languages of the country 
can only be translated by ‘enemies’. Thus the political philosophy 
that characterizes the British conception in Africa, embodying the 
hope that people’s psychologies will be conditioned by institutions 
and abstract ideas, is correspondingly weakened. With this essen- 


1 “Towards a Federal Gold Coast?’, in The World Today, November 1955. 
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tial warning, we may consider the development of a power struggle 
carried on according to rules appropriate to the last stage of 
occupation by a colonial Power which believes in the absolute 
superiority, in all conditions, of the process of discussion, com- 
promise, and individual liberties, summed up in the generic term 
democracy. 


THE VOTE FOR INDEPENDENCE 


The mission, then, of Sir Frederick Bourne, in the autumn of 
1955, proved almost totally abortive. He was unable to meet any 
of the principal leaders of the Opposition, and his proposals, 
which envisaged greater devolution to Regional Assemblies, with 
safeguards for that essential part of the basic Weltanschauung of the 
great majority of Gold Coast peoples, the chiefs, fell dead from 
the press. An attempt was made in February 1956 to convene a 
conference at Achimota to consider his proposals. But, although it 
was attended by seven organizations, regional or functional for the 
most part, such as trade unionists or ex-servicemen, it was boy- 
cotted by the principal groups hostile to Nkrumah: the Asante- 
man Council, the Northern Territories Council, the National 
Liberation Movement, the Northern Peoples’ Party, and the Togo- 
land Congress. In July, therefore, at the behest of London, a 
General Election was held to test the question whether the 
Government’s desire for immediate independence commanded a 
‘reasonable majority’ in the country, whose population of 4,620,000 
had at that time 1,460,000 on the electoral rolls. The Government 
entered the lists with a confidence that was not shared by many 
European observers, who set against a narrow success in the 
Togoland plebiscite in May a very damaging inquiry by an inde- 
pendent commission under the Nigerian judge Jibowu into 
maladministration, to use no stronger a word, in the conduct of the 
Cocoa Purchasing Company, particularly in regard to loans to 
cocoa farmers.! 

In the event, the judgement of the Government was entirely 
confirmed against the fears of doubters. No less than 397,941 
voters, out of a total poll of 698,908 voted for Kwame Nkrumah— 
a total of 57 per cent as against 54 per cent in 1954, yielding 
exactly the same number of seats in the Ly 'slative Assembly, 


1 In Togoland, 67,529 voters, almost all from the politically conscious Ewe 
in the South, voted against integration with an independent Gold Coast, and 
92,775 for it. The latter were made up mainly of voters in the North, who 
have been sundered for fifty years from their tribal centres in the Gold Coast. 
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71 out of 104. Many of these results were obtained by bribery and 
chicanery of all kinds; but a remarkable testimony to the claim 
of the Convention People’s Party to be the only country-wide 
party was given in Ashanti, where they won 8 seats out of 21, 
mainly in the Brong areas in the north-west, and significantly 
large minorities in many centres in Ashanti proper, where a cold 
terror aimed against them had been reigning for nearly two years. 
In the Northern Territories they gained 11 seats out of 26. Of the 
seven municipalities they gained five, losing only the two Kumasi 
seats. Their losses in Ashanti they made up by a completely clean 
sweep of the 39 seats of the Colony, even in those Twi-speaking | 
areas in the hill country where it was expected that the National 
Liberation Movement might make inroads. 

This majority, increased by one Independent, was regarded by 
London as ‘reasonable’, and on 3 August a motion in favour of 
Independence was passed by 72 to 0, as the Opposition refused to 
attend. They sent a delegation to London under Professor K. A. 
Busia to plead that the motion had not gained a majority in all the 
regions concerned; but they failed to convince either Mr Lennox- 
Boyd or Mr Aneurin Bevan. On 18 September it was announced 
that Independence would be inaugurated on 6 March 1957. After 
this, for the first time since 1954, it looked as though some com- 
promise might be hammered out. In October round-table dis- 
cussions were held between the main political parties and in the 
four Territorial Councils, on the basis of final proposals drafted 
by the Government. These included Regional Assemblies armed 
with powers similar to those of the London County Council: 
subsidiary legislation, executive committees financed by central 
grants and precepts, in short a wide range of local autonomy in 
functional services, together with a House of Chiefs to consider all 
matters referred to it, and to advise on custom. A concession in 
favour of the North was the transference of lands to the State 
Councils. Unfortunately, a speech by the Prime Minister on 
12 November, which lasted nearly four hours, showed that these 
discussions had again proved abortive. 

The differences, on the surface at any rate, seem capable of 
resolution. But they conceal the essential truth that Gold Coast 
politicians, the Opposition especially, have no confidence in each 
other, perhaps because they have no real confidence in the terms 
in which their power-struggle is being conducted. The fourteen 
differences listed by Dr Nkrumah boil down to roughly six, all 
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safeguards that the minorities feel essential once the protecting 
power of Britain is withdrawn. ‘These are: 


1. The National Liberation Movement (N.L.M.) wants a Council of 
State, consisting of the Governor-General, the four ‘Heads’ of Regions, 
the Prime Minister, the Leader of the Opposition, and the Attorney- 
General, who should be an official and not a politician. This Council 
would make all appointments to the higher civil service and to the 
Judiciary. They might also hear appeals from the courts. An obscure 
provision suggests that they should also consider all things ‘touching 
the prerogative’. The Government declares that the proposal is entirely 
impracticable. It may be noted that since April all appointments to the 
Bench have been assigned to the Prime Minister; previously under the 
new regime he could appoint only the Chief Justice and Appeal Judges. 

2. The Regional Assemblies should have powers similar to those of 
Northern Ireland rather than those of the L.C.C. In other words, money 
raised in their borders should only be spent in their borders; this is a 
matter of especial concern to Ashanti, where practically the entire 
wealth of the Gold Coast is concentrated. The proposal would also 
allow magistrates to be appointed regionally, and autonomous police 
forces. A minor point is the refusal to consider two RegionalAssemblies 
for Ashanti. 

3. There should be a Second Chamber, of forty-eight, made up of 
chiefs and elder statesmen, as well as the four Houses of Chiefs already 
agreed to. 

4. A Bill of Rights should be written into the Constitution. This the 
Colonial Office has rejected on the ground of delay in drafting. The 
Government suggests the publication of such a Bill, to be passed im- 
mediately after Independence. 

5. There should be a non-party commission on the electoral law, 
following the precedent of Ceylon, to prepare constituencies of equal 
size, restricted to citizens. 

6. The Asanteman Council, taking a leaf out of the book of the 
Union of South Africa, want all constitutional changes to be passed by 
a two-thirds majority of both Houses, sitting together. But they go 
further: they want a two-thirds majority in both Regional Houses in a 
majority of Regions. The Northern Territories Council want a two- 
thirds majority buttressed by a referendum. The Joint Provincial 
Council of Chiefs in the Colony want a referendum. The Trans-Volta- 
Togoland Council alone are content to leave arrangements to the 
Government, and to normal voting. 


It would be tedious to continue this catalogue, which shows the 
depth of suspicion entertained towards a central Government 
which, indeed, has scarcely been in existence for ten years on any 
representative scale. In the debate, the Government proposals 
were carried by 70 to 25. In December the British House of Com- 
mons passed a Bill empowering the declaration of independence 
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for the new State of Ghana within the Commonwealth. In Ashanti, 
the N.L.M. and Asanteman Council have announced their inten- 
tion of seceding, and plans are being made, it is said, for a House 
of Assembly, for taxation, and for postage stamps. Although the 
North is included in Ashanti plans, Government emissaries are 


also active there, with offers of greater financial assistance to this 
very backward region. 


PROS AND CONS FOR OPPOSITION 


The most important thing is not to debate whether this sus- 
picion is justified but to recognize that it exists. Nevertheless, in 
an analysis of the total situation in the Gold Coast, it is pertinent 
to determine quite how far this deep-seated fear and hatred of the 
Nkrumah Government is based on fact. 

We may start with the credit side: the quite astonishing impulse 
towards modernization which has been launched in the last five 
years, under the stimulus of the enormous world prices offered for 
cocoa. Since 1951 {23-7 million has been spent on communica- 
tions, with 830 miles of fine tarred road added to a system which 
was already in advance of other parts of British Africa, together 
with six major bridges and innumerable smaller ones. In 1956 
alone, the Volta River has been bridged at the narrows at Adome 
by a 22-foot motor-way 805 feet long, supported by a single arch. 
Two important bridges, scarcely smaller, were opened in October 
on the trunk road to the North, over the Nasia and the White 
Volta. The key triangle Takoradi-Kumasi—Accra is having its base 
completed with an autobahn along the coast; while a new rail link 
was opened in February 1956 between Achiase, on the Western 
line Takoradi-Kumasi, and Kotoku on the Eastern line. A second 
harbour at Tema east of Accra, with a breakwater over a mile into 
the sea, is slowly being built despite great technical difficulties. 

Further, education has been allocated {19 million under an 
Accelerated Development Plan which has doubled the number of 
children at primary school since 1952 (443,750 today) and quad- 
rupled those at the thirty-two secondary schools (now 8,go00). 
To cope with the grave lack of teachers an impressive chain of 
teacher-training centres has been built throughout the country, 
at which over 3,000 are receiving instruction. Inevitably, these 
methods show signs of strain, notably in the quality of the intake 
at the University College, which now, with a faculty of nearly 100, 
has only 329 students, seventeen of them women, with a pass list 
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of under 200 graduates. All the same, its comparative failure is 
made up for by the success of the newer College of Technology at 
Kumasi, whose recruitment this year was not far off the numbers 
of the University College. The strange Mass Education movement, 
with its ceremonies a cross between local festivals and Nazi or 
Communist demonstrations, gives the country perhaps 16,000 
new literates every year. In health over {5-5 million has been 
spent; here the most dramatic, though not per... »s the most use- 
ful, achievement is the really magnificent new hospital at Kumasi. 
All these and other signs of progress are changing the face of 
favoured areas in the country to an extent bewildering to anyone 
who knew it ten years ago. Our purpose is to determine where the 
credit lies and whether the momentum can be maintained. 
Obviously, much of the achievement is due to the expatriates 
whose expert services make realization possible. And yet the 
advances were made under the egis of an African Government. 
This fact in itself has liberated a vast amount of energy which 
would not otherwise have been given. The Opposition would 
point to a number of policy decisions which have given grave 
offence, such as the ‘propaganda’ hospital at Kumasi, which it was 
proposed to call after the Prime Minister, or some of the errors in 
design due to haste and lack of inspection of the sites involved 
(in particular, the £900,000 spent on a 100-room hotel in Accra, 
where the cost of a simple room will probably be prohibitive). 
They also question transactions such as the payment by the In- 
dustrial Development Board of £275,000 for four open-air cine- 
mas owned by Syrians in Accra, and £300,000 for a Government 
newspaper which has not yet started. But the main question is 
whether the modern structure, pushed on by Nkrumah as the heir 
of the British, can be maintained once the British and other 
expatriates have departed, as many of them have already done, 
notably in July 1955 when the old Unified service came to an end. 
The misgivings of the Opposition extend to the present state of 
Africanization of the governing structure of the country. In 1952 
in the Senior Civil Service there were 1,322 expatriates and 520 
Africans; today there are 1,167 expatriates and 1,524 Africans. Of 
these latter, there are now g1 in the so-called ‘superscale’ posts, 
three Permanent Secretaries, three first-class Administrative 


1 ‘Abolition’ terms including £8,000 for loss of career were taken by many men 


in their late thirties, who were just entering their period of maximum service to 
the country. 
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Officers, and eleven Heads of Department. It is a delicate matter to 
assess the success of the new direction; the European inevitably 
sees a falling-off in efficiency and standards, according to his own 
yardstick, which is not necessarily absolute or entirely relevant to 
the kind of state that best suits the psychological needs of African 
people. Faults of personality, failures to consult or to check, are 
common to all who work in the tropics, and indeed in other places 
as well. What is perhaps more serious is the difficulty experienced 
by Africans appointed to the Administrative Service in rural areas, 
particularly in the North, where chiefs do not regard them with the 
respect formerly given to the British, and can only be made to 
provide even elementary services by a threat, for example to 
withhold a licence for gunpowder. A particular difficulty also ex- 
perienced by the Government has been the recruitment of able and 
disinterested men for the very important para-statal bodies, the 
five statutory boards (of which the most important is the Cocoa 
Marketing Board), the Cocoa Purchasing Company, the Industrial 
Development Corporation, and the Agricultural Development 
Corporation. These bodies are the constant target of rumour as 
fountains of patronage, but it is hard to determine whether their 
main shortcomings are moral or technical. It is certainly true that 
the leading posts are generally the reward of politicians. 
Probably the most vital of all the fields in the modernization of 
the Gold Coast is that in which the new ways touch the peasants, 
and here few would say that local government, according to British 
democratic practice, has proved an unqualified success, despite a 
vast number of small projects, village halls, schools, clinics, dis- 
pensaries, and so on. These have transformed the scene only very 
occasionally, where the local chief is a young and enlightened man, 
as in Anfoega. Otherwise, the 180 local councils set up in the last 
five years, with powers similar to those of rural and urban dis- 
tricts in Britain, have been mainly remarkable for party struggle 
and a complete executive apathy. Many have been replaced by 
management committees, often of nominees picked out by the 
Accra Ministry but unknown in the area. It seems significant that 
in the last three years there have been no local council elections. 
In any assessment of the future, the role of the security forces 
is clearly of paramount importance; and here also there is an 
atmosphere of doubt. There are some 5,500 men in the Gold 
Coast police, and about the same number in the Gold Coast 
Regiment, which came under local control in July, with an annual 
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cost of £2} million. The Army has a cadre of 224 officers, of whom 
some forty are Africans, twelve of them in training. But what is 
most important for the future, supposing the pattern of democracy 
requires the short circuit of open force, is that most of the fighting 
troops (as opposed to the technicians) and most of the militarized 
escort police are men from the North, owing no local allegiance, 
as they come from the parched lands of Haute Volta and the French 
Sudan. No one knows what role they would play in any state of 
emergency, nor what would happen if their British officers were 
withdrawn. Meanwhile, a Police Reserve has been formed, mainly 
from the educated classes; there were 1,300 volunteers in Accra 
alone, of whom 465 were selected. 


THE ECONOMIC SITUATION 


This article has viewed the Gold Coast mainly through the eyes 
of outsiders, or perhaps through the eyes of those who are deter- 
mined to enforce change. But perhaps something of the Govern- 
ment’s difficulties has been conveyed, even in this sphere. There 
is one final problem which is beginning to rear its head, and that is 
the economic one. It may be stated baldly: in mid-1954 the world 
price of cocoa had reached a peak of over {500 a ton: early in 1956 
it fell to £264 a ton: today, it is barely over {200 a ton. As cocoa 
represents a very high proportion of the wealth of the Gold Coast, 
the prospect of maintaining the recurrent charges of the manifold 
social enterprises started in the boom years is a grave one. Exports 
in 1955 were valued at {96 million, a fall of £17 million, all 
due to cocoa. Imports were £88 million, an increase of {£22 
million. So far as Government revenue is concerned there was a 
fall during 1956 of no less than £21 million in the export duty on 
cocoa, from £35 million to £14 million. At the same time, ex- 
penditure was put at £46 million. The measures taken were to 
transfer cocoa money to the general revenue and to increase the 
import duty on luxuries. Later, however, Government depart- 
ments were required to make estimates allowing for various re- 
ductions. Meanwhile, the public has been assuaged by the removal 
of the import duty on cheap cloth and on one or two other com- 
modities. The Cocoa Marketing Board, for its part, has from its 
enormous reserves maintained the price to farmers of £4 a load. 


. , ; 

The soldiers and police are only the picked men among the 400,000 Northern- 
ers who provide all the heavy labour in the South. It is estimated that £10 
million in wages cross the French frontier every year, 
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The economic future of the new State is therefore doubtful. 
Cocoa, the blessing and curse of the country, remains the principal 
source of wealth, and the swollen shoot disease has not as yet made 
serious inroads on the 500 million trees, of which 32 million have 
been cut out and 19-5 million re-treated, with nearly 13-5 million 
acres plotted. 

As for other commodities, timber exploitation increased during 
1956 from 19 million to 37 million cubic feet, and diamonds re- 
placed manganese as the third most important export, although the 
increase was mainly in the Central African Selection Trust work- 
ings at Akwatia (1,186,827 carats, against 1,071,443 carats gained 
by Africans). The gold mines are feeling the pinch shared by all 
low-grade mines in Africa, and in February 1956 the oldest of 
them, at Abosso, closed down after a long and tenacious strike 
by the Miners’ Union. An American oil company has been drilling 
down to 5,600 feet at Nzima, in the far west of the country, so far 
without success. As for the grandiose Volta River project to 
obtain 210,000 tons of aluminium a year from bauxite deposits 
east and west of Kumasi at a smelter at Kpong, it unfortunately 
seems to have sunk (or swollen) to the dimensions of a pipe-line 
dream. For the cost, as revealed in three elaborate volumes pub- 
lished last July, may be no less than £350 million, against {100 
million in 1952, a figure utterly beyond the present resources of 
the Government, even when assisted by the U.K.., the two principal 
aluminium companies, and possibly the World Bank, which sent a 
mission in October. A more promising initiative may result from 
the reported activity around Tarkwa and from the arrival of a 
mission from the U.K. inquiring into fissionable material. 

There is little real industrial development, with the Corporation 
responsible for a furniture factory, nails, textiles, soap, vegetable 
oils, a brick works (which cannot compete with imported tiles), and 
the four cinemas. It also supports a biscuit factory, cigarette 
manufacture, brewing, coca-cola, and a plant for oxygen. 

It is probable that the best hopes of the Gold Coast, from the 
economic point of view, lie in agriculture, perhaps based on an 
enlightened plantation system. The Agricultural Development 
Corporation is already experimenting with a pineapple estate, and 
successful tests have been made with pipe tobacco, although no 


1 A useful project conducted by teams from the Social Welfare Department 
has sold 15,000 Mysto sprays. A less promising initiative has been the pro- 
pagation of 2 million seedlings of Amazonia, a quick-growing plant, with a 
coarser flavour. 
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great attempt has been made towards extension work among the 
farmers. Those who are hopeful that the country may emerge from 
dependence on a single crop such as cocoa, which requires 
scarcely any effort, look to the shallot fields of Anloga as a vision of 
the future. Here, on a sandy coastal spit between lagoon and sea, 
Ewe farmers near Keta have for a long time been tending miles of 
well-tended beds, with brick wells, irrigation channels, and careful 
fertilization. Today this labour, whose origins are lost in the mists 
of time, brings over £350,000 to the district. 

One difficulty of the present economic position is that the young 
State will lose outside support just at the moment when it most 
needs it—when, for example, it ceases to be, even in theory, a 
beneficiary from the Colonial Development and Welfare Fund 
and the Colonial Development Corporation, neither of which 
bodies has in fact given it a vast amount of assistance during its 
period of boom. On the other hand, good judges think that 
reserves are sufficient to maintain the recurrent charges on all 
schemes that have already been started. 


FUTURE PROSPECTS 

So much for the short-term view, seen from a purely Western 
outlook. The verdict must be that the chances of a developing 
good life are as good in the Gold Coast as in most other under- 
developed countries, although it is in the highest degree unlikely 
that they will come under purely ‘democratic’ forms. The real 
problem, or so it seems to the writer, lies in another field of thought 
entirely, the nearest definition of which comes from the prescient 
if not very practical former rival of the Prime Minister, Dr J. B. 
Danquah, who recently said: ‘Britain developed our territories; 
Ghana must develop our people.’ Clearly, the ambitions of a 
“new man’ such as Nkrumah—the prospect of a Navy, the hope of 
setting up Ghana as a rival to Liberia as the future nucleus of a 
Federation of West African Republics—mean little to the mass of 
the people, who at the moment have no territorial concept at all, 
and remained almost completely indifferent to the Togoland 
plebiscite or to the fateful June durbar in Tamale, when the 
Governor had to tell the Northern chiefs that Great Britain was 
renouncing her treaties with them. These secular ambitions do not 
touch the people nearly; and it is probable that the greatest 
reproach of Nkrumah, whose will is really the only unifying factor 
in the Gold Coast today, is that he has been so caught up in the 





sabe. 
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whirl of development—the creation of modern amenities, a 
stadium, a library, a state house, a national museum, a national 
bank, in short a capital which could stand comparison among the 
nations of the world—that he has had little time to consider with 
any care the basic characteristics of the old tribal culture of the 
Gold Coast. Indeed, his apparent thought for the next phase is 
purely social: the redemption of the people from the hopeless 
squalor in which they are living, in spite of, or even perhaps be- 
cause of, modern materials. 

There is a reason why Kwame Nkrumah, like any other modern 
Nationalist leader in British Africa, eschews the old forms. If 
he recognized them, he would have to admit his own usurpation of 
authority, according to African ideas, which are perhaps more rigid 
in the Gold Coast than in any other area. He may, as Life Presi- 
dent of the Convention People’s Party (C.P.P.), put on the out- 
ward trappings of a chief—the palanquin, the umbrella with 
the party colours, red, white, and green, the gilded symbol of the 
cock. But in the mind of the conservative opposition of the hinter- 
land (or, as they think, the heartland) he is a parvenu, the son of a 
Liberian father and Nzima mother, with whom it is not really 
possible to talk.! Regional opposition, from the rich Ashanti 
country around the organic capital Kumasi; tribal opposition 
from the organized Ashanti nation, which would have conquered 
the entire area a hundred and fifty years ago if the European 
merchants had not intervened; cultural opposition from the Akan 
peoples, based on a modified hierarchy of blood, the worship of 
ancestors, the concept of ntoro (male principle) and abusua (female 
principle): such are the deeper problems of the new State, and the 
reason for the constitutional deadlock. Indeed, so deep are the 
cultural differences between the Westernized towns and the forest 
villages that it is perhaps unlikely that a common patriotism to- 
wards the existing ‘Ghana’ will ever develop on the pattern under- 
stood by Western nations. Instead, we may be at the first stage in a 
redrawing of the map of the whole of West Africa, on the traditional 
tribal basis, linked to the land. With this may go the destruction of 
the traditional extended family system, so admirable socially, so 
ruinous economically. Only in this context may it be possible to 
‘cast the kingdoms old into another mould’. 


1 Some observers indeed have seen the National Liberation Movement action 
as a national ‘destoolment’, following the traditional pattern of the Akan culture, 
which is still immensely strong. 
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Such a process is not one which can be carried out quickly. In 
the typical proverbs of ‘deep’ Twi, ‘2sram mfi dekoro ntwe 9man mw’ 
—‘The moon does not move across the country in a single day.’ 
The weapons which may assist it are new to Africa, such as the 
Gold Coast Broadcasting Service, which is just beginning a for- 
ward development after twenty-one years in the colonial context. 
Such a force, if seen primarily as a cultural and long-term influ- 
ence, and not as a short-term political arm of propaganda, may 
have an incalculable role to play in building up common images 
and breaking down the incredibly limiting local rivalries, based on 
the 200 languages and dialects of an area the size of Britain and 
including the huge and empty Volta basin. It may even serve to 
propagate national myths, like those evolved in the fertile brain of 
Dr Danquah, the inventor of the name ‘Ghana’, the Negro empire 
which persisted from A.D. 300 to A.D. 1100 around the middle 
Niger, hundreds of miles from the northern boundaries of the 
modern Gold Coast.! 

To the question asked at the beginning of this article, then, it is 
exceedingly difficult to give a positive answer. The Gold Coast is 
like all other British African territories in its basic outline, namely 
a congeries of tribal groups, brought together artificially, and look- 
ing for the wider loyalties and beliefs that are sought by the rest 
of the world, from a stage much earlier in time. The country has 
probably a larger mixture of the natural man than other societies, 
with long experience of a higher religion to melt some of the corners 
ot human egotism and enlarge the narrowness of human imagina- 
tion and understanding. Christianity, although strong organiza- 
tionally in the towns and along the roads, is inevitably divided, 
and even overlaid by a reviving fetishism, where it is not sapped by 
modern agnosticism. Only in very few instances indeed do its 
basic attitudes seep into individual souls formed by the harsh 
realism of the old culture, which preaches ‘Life is War’; and 
practises what it preaches. Islam is expanding more rapidly than 
Christianity, but it is even more riven by discordant groups linked 
with existing political parties. There is as yet little sign of Com- 
munism, for the conditions, external and internal, do not exist for 
so characteristic an expression of the impersonal society. 


* He also believes that the Twi-speaking peoples derive from the people of 
Tu, the people of the bow or power, in other words the Turanians who lived in 
Mesopotamia before the Semites and, coming to Africa, spread the idea of a 


Supreme Being, Nyame, the common name for God in a vast area of Central 
Africa reaching down to the Congo. 
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In other ways, the Gold Coast is totally different even from a 
territory like Nigeria, which so closely resembles it in this basic 
outline. Most of the differences are to its advantage, seen from the 
point of view of wider political development. It is a small area, 
though seriously handicapped by the forest, where most of the 
people live, and which imposes isolation and a formlessness and 
sameness hard to grasp for those who have not experienced it. It is 
comparatively rich. It has had five hundred years of experience of 
Europe, both for good and evil, and a significant percentage of the 
coastal people have mixed blood. A much larger proportion than 
elsewhere speak English, or understand it. The Ghaneans as a 
whole, although not apparently as gifted as other peoples such as 
the Yoruba, have, like the Baganda, shown instinctive cohesion 
when confronted by a challenge that they understand, as in the 
famous cocoa ‘hold-up’ of 1938. Their basic characteristics, again 
apparently common to the Negro everywhere, quickness, shrewd- 
ness, humour, noted by every European observer since Bosman in 
the early eighteenth century, along with lack of continuing effort 
and basic providence (in a climate that is inimical to the idea of 
providence or possessions), may secure stability at a level, and 
under circumstances, which could not be tolerated by the more 
specialized and less flexible European; and by this means bring 
the characteristic voice of Africa to the councils of the Common- 
wealth. 


H. S. 


Austria’s Economic Prosperit 
periuly 


AustTRIA has been much in the news of late as the country to which 
the thousands of refugees from Hungary first made their way. 
Though many of the refugees have now been passed on to other 
countries, a considerable number will stay on in Austria; and in 
any case an influx of the dimensions of the original refugee wave is 
not easy for a smal] country like Austria to take in its stride. It may 
therefore be of interest to examine the economic situation of this 
neutral State which, so soon after its own emancipation, has sud- 
denly been called upon to provide a refuge for its neighbours. 
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THE REFUGEE INFLUX 


Between the outbreak of the Hungarian revolution, on 23 
October 1956, and 15 January 1957, about 170,000 Hungarian 
refugees crossed the Austrian frontier. Despite the aid by various 
foreign humanitarian organizations, by the International Red 
Cross, and by the United Nations Refugee Organization, Austria 
has so far borne by far the heaviest burden resulting from the 
influx of the refugees. Accommodation posed particularly great 
problems in view of the existing severe housing shortage, and 
emergency measures had to be adopted, such as the closing of 
public schools and their conversion into living quarters for 
refugees. 

Up to 15 January 1957 almost 100,000 refugees had left Austria 
for settlement in other countries, among them more than 20,000 
for the United States and 11,000 for the United Kingdom, but 
some 70,000—a figure which corresponds to about 1 per cent of 
the Austrian population—still remained in Austria, and more 
refugees—recently at the rate of four to five thousand a week— 
continued to arrive. When Vice-President Nixon visited Austria 
before Christmas he was told by the Austrian authorities that 
30,000 refugees, or about 10,000 families, could be absorbed into 
the Austrian economy, provided some assistance was given for the 
construction of housing and other facilities that would have to be 
provided for them during an adjustment period. Estimates on the 
cost of settling 10,000 families on a permanent basis run as high as 
$60 million—allowing for an average expenditure of Schillings 
150,000 (or $6,000) for the construction of a flat and connected 
expenditure—and Austria certainly could not raise anything like 
that amount from internal sources. The Austrian Government 
has so far also borne most of the cost for the care of the refugees, 
but it will probably be reimbursed to a large extent by foreign 
countries. ‘The U.S. Government is said to be planning to make 
commodities available to Austria under its agricultural surplus 
programme, the Schilling counterpart funds being used to re- 
imburse the Austrian Government for the expenditure incurred in 
connection with the refugees. 

As to the prospects for finding work for the refugees, the 
situation is favourable for skilled workers, construction workers, 
and farm labourers, but professional and clerical workers may find 
it more difficult. The Austrian trade unions, which had in the past 
refused in principle the admission of foreign labour, have declared 
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their willingness to collaborate with the employers for a smooth 
integration of the refugees. 


AN EXPANDING ECONOMY 


Since 1954, when the deflationary effects accompanying the 
Schilling stabilization measures of the previous year were over- 
come, Austria has been experiencing an economic boom which 
is unprecedented in the country’s history. Austria’s economic 
recovery since the end of the war in many instances resembles that 
of Western Germany. Both countries started from a very low level 
but, with the help of foreign aid, an abundant supply of cheap 
labour, and a determination to invest a very high proportion of the 
national income, both were able to maintain an average rate of 
growth of the national product substantially higher than that of 
most other Western European countries. 

The Austrian gross national product increased by more than 9 
per cent in 1954 and by over 10 per cent in 1955—the year of the 
conclusion of the State Treaty which restored Austria’s full 
political sovereignty. Expansion was at a slower rate in 1956, and 
the increase in the gross national product for that year is estimated 
at only 4-5 per cent. The expansion in 1954 had arisen mainly 
through a sharp rise of exports (following the devaluation of the 
official rate of exchange carried out in May 1953) and was later 
strengthened by a rapid growth of private investment. Private 
consumption also increased as a consequence of higher wages and 
the virtual achievement of full employment. The falling off in the 
rate of expansion in 1956 is principally due to the petering out of 
investment activity as the capacity limits in the industries produc- 
ing investment goods were reached and as the Government adopt- 
ed restrictive monetary and fiscal policies in order to preserve 
financial stability and avoid unfavourable repercussions on the 
balance of payments. This development corresponds to a rather 
similar trend which can be noticed in many other European 
countries, where the Governments have been led to take various 
measures in order to prevent their booming economies from be- 
coming entangled in an inflationary spiral. In Austria, people are 
acutely aware of the consequences of inflation—having experi- 
enced its several phases after both World War I and World War II 
—and it is the good fortune of the present generation to have 
found in Dr Kamitz a Finance Minister who will not make any 
easy compromise with financial stability, since he regards it as 
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the indispensable foundation for a long-term economic expansion. 

Austria’s economy is now basically stronger than ever before. 
Industrial production has risen to almost two and a half times the 
level of 1937, and the gross national product in real terms is now 
almost twice as high as it was in that year, while steel production 
has risen three times and electric power more than four times. 
Important investments effected during the war years in the field of 
the heavy and basic industries, such as a large steel mill, a nitrogen 
fertilizer plant, an artificial fibre factory, a large aluminium plant, 
and several others, as well as the investments of the post-war 
period, mainly carried out in connection with the European 
Recovery Programme, have greatly strengthened the industrial 
basis of the country. The production of machinery and capital 
goods has become increasingly important, replacing to a certain 
extent consumer goods which were Austria’s traditional pre-war 
products. As the world demand for equipment has greatly in- 
creased, this shift was very much to Austria’s advantage. Sub- 
stantial progress has also been made in agriculture, despite a sharp 
fall in the agricultural labour force. Whereas in 1937 domestic 
production accounted for 75 per cent of the total food consumption, 
it now covers about 85 per cent—and in the meantime there has 
been an increase in population of more than 200,000. One of 
Austria’s most valuable assets are her forests; the high prices for 
timber and timber products on world markets encouraged produc- 
tion, and exports of these products, together with paper and 
fibre products, now represent about one-third of Austria’s total 
exports. 

The shift in population which has been going on during the past 
ten years diminished the lopsidedness of its geographical distribu- 
tion which resulted from the splitting-up of the Austro-Hungarian 
monarchy. Vienna and its suburbs now have some 400,000 fewer 
inhabitants than in 1937 and the western and southern provinces 
some 600,000 more. The extremely high level of unemployment 
which characterized the inter-war years (e.g., in 1934 there were 
almost 600,000 unemployed against about 1,400,000 employed, 
and in 1937 unemployment averaged about 500,000) has not 
recurred in the Second Republic; even during the years 1952-3, 
when the Schilling stabilization entailed some deflationary effects, 
the number of unemployed did not exceed 150,000-180,000. In 
1956 some 800,000 more workers were employed than in 1937. The 
ratio of unemployment fell during the summer months to less 
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than 3 per cent, and in some industries, especially in the building 
sector, there was actually a scarcity of labour. The only problem 
that remains to be solved is that of seasonal unemployment during 
the winter months, when, because of the cold weather, building 
activity is sharply curtailed. Thus at the end of December 1956 
the number of unemployed had risen to 161,000, while there were 
2,130,000 employed, so that the unemployment ratio amounted to 
7 per cent. 

The attainment of full employment during the summer would 
not have been possible without the continued maintenance of a very 
high level of investment since the end of the war. During the years 
1948-55 Austria devoted an average of 19 per cent of her gross 
national product to investment, reaching as much as 24 per cent in 
1955, while the corresponding proportion for Western Europe as a 
whole during that year was only 18 per cent. 

The foreign trade position has greatly improved by comparison 
with the pre-war period, and the effects of the deterioration of the 
terms of trade—which is due to the greater rise in the price of 
imported raw materials than in that of industrial export goods— 
were compensated by a larger increase in the volume of exports 
than of imports. In the first three-quarters of 1956 the import 
volume exceeded the 1937 average by 96 per cent, and the export 
volume was 125 per cent higher than in 1937. Austria had to re- 
adapt her foreign trade structure after the war, to replace her 
former markets in Eastern Europe and gain a new foothold in the 
Western countries. Her exports were made competitive mainly 
because of the relatively cheap cost of labour (cheap in relation to 
most of the other Western European countries) and the successful 
devaluation of the exchange rate in’ 1953. With the improvement 
of her external position she made rapid strides toward the liberaliza- 
tion of imports. At present some go per cent of imports from the 
O.E.E.C. area and some 40 per cent from the dollar area are free 
from any quantitative import restrictions. The balance on in- 
visible transactions has also much improved, largely due to the 
sharp increase in foreign tourism, whose earnings now amount 
to approximately one-seventh of Austria’s merchandise exports. 

The official gold and foreign exchange holdings, which reached 
a peak in the third quarter of 1954, declined in 1955, but rose 
again in 1956. In November of that year they stood at $415 
million, which corresponds to about five months of current im- 
ports, and represents therefore a very satisfactory level. 

Cc 
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EFFECTS OF THE STATE TREATY 


The conclusion of the State Treaty in May 1955 has had a very 
invigorating influence on the Austrian economy and has greatly 
enhanced confidence in the country’s economic and political 
future. The financial burdens which it imposed proved less oner- 
ous than had originally been expected. At the end of the first year 
for reparations to the Soviet Union (the term ‘reparations’ is not 
strictly correct, as these deliveries are made in connection with 
the transfer to the Austrian Government of those enterprises which 
had been handed over as former German assets to the Soviet 
Union at the Potsdam Conference) goods amounting to $25,090,000 
had been delivered, besides the stipulated delivery of 1 million 
tons of crude oil evaluated at approximately $20 million. Austria 
thus scrupulously observed the terms of the agreement. These 
deliveries to the Soviet Union were, however, not greater than the 
quantities of goods which had been taken out of the country under 
the Russian occupation, and they were to a large extent supplied 
by the factories which had previously been under Russian control, 
so that this did not hinder the development of exports to other 
countries. The loss of foreign currency attributable to the with- 
drawal of the occupation forces was compensated by the sharp rise 
in foreign tourism, particularly in the case of Vienna, where all the 
hotel rooms were booked for many months in advance and rooms 
in private homes were selling at a premium. The restoration of 
buildings damaged during and after the war and the construction 
of new ones will bring some relief as from the spring of 1957, but a 
cultural centre like Vienna, where because of the many artistic, 
musical, and commercial events the season lasts throughout the 
whole year, could certainly dé with many more modern and well- 
equipped hotels. 

A major reason for the call for a General Election in May 1956! 
was the divergence between the two partners in the coalition 
Government, the People’s Party and the Socialists, concerning 
economic policy and, in particular, the management of the 
nationalized enterprises and the exploitation of oil. The sweeping 
victory of the People’s Party did not make the formation of a new 
coalition Government any easier, as the Socialists wanted to 
maintain the status quo under which the Socialist Minister of 
Transport and State Enterprises controlled the nationalized 


_ *See ‘A Year after the Staatsvertrag in Austria: A Political Balance Sheet’, 
in The World Today, July 1956. 
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industries. This was obviously not acceptable to the People’s 
Party, which emphasized that the State enterprises should be run 
along commercial lines and should as far as possible be taken out of 
the sphere of party politics. The Socialists finally agreed to the 
creation of a limited liability public corporation, whose board of 
directors is represented by a six-member committee consisting 
of three People’s Party and three Socialist Cabinet Ministers, with 
Chancellor Raab, as Chairman, having the decisive vote. 

This new corporation, which was entered on the trade register 
on 1 August 1956, constitutes one of the biggest holding companies 
in Europe, comprising about sixty of the most important enter- 
prises in Austria in the field of mining, iron and steel, mechanical 
and chemical industries, oil, and natural gas, and employing some 
125,000 persons. The formerly Russian-controlled enterprises 
which are now included in the holding company employed about 
26,000 persons. Some progress was made in the past year towards 
their full integration into the Austrian economy, but substantial 
further investments are required for their modernization and 
rationalization. Their immediate need for working capital was 
partly satisfied by means of a law permitting the Government to 
give a partial guarantee for credits extended to them by the com- 
mercial banks. A large part of the repayments or interest payments 
of loans out of counterpart funds granted under E.R.P. to Austrian 
enterprises was allocated to these former Russian-controlled 
industries. They have also received funds corresponding to the 
U.S. Government credit in local currency arising from the sale of 
United States agricultural surplus commodities to Austria. The 
International Bank for Reconstruction and Development, which 
has so far only granted credits to Austria for the development of 
electric power resources, has shown interest in these industries. 
The President of the Bank, Mr Eugene Black, who visited Vienna 
at the end of November 1956, is reported to have discussed the 
problem of financing investments in the manufacturing industries, 
and special attention was undoubtedly given to the problems of the 
industries located in the former Soviet occupation zone. 


POWER AND OIL DEVELOPMENTS 

So far the World Bank has granted four loans to Austria. The 
first two, granted in 1954 and 1955 and amounting to $12 million 
and $10 million respectively, were twenty-five-year 4} per cent 
loans for the construction of the Reisseck-Kreuzeck and Luenersee 
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hydro-electric power projects. The other two loans, totalling $31 
million, were granted simultaneously in September 1956, at an 
interest rate of 5 per cent. One of them, for $21 million, was made 
for the Ybbs-Persenbeug project, a large hydro-electric plant 
under construction on the Danube River about eighty miles up- 
stream from Vienna, which will have a capacity of 192,000 kilo- 
watts from six generating units. Half of these units are scheduled 
to be in operation early in 1958, the rest by the end of 1959. The 
other loan, amounting to $10 million, will be used for two thermal 
plants utilizing domestic lignite. Because of the rapid rise in in- 
dustrial production Austria has little power reserve capacity, 
despite extensive development of her power resources since the 
end of the war. As at present only about one fourth of her water 
power reserves have been or are being opened up, many profitable 
and economic projects for the development of hydro-electric 
power can still be carried out—certainly more than in most of the 
other European countries. The fact that for many years to come 
Austria can economically satisfy the growing demand for energy 
through the development of electric power—apart from the 
exploitation of her oil and natural gas resources—explains the 
small role which the peaceful use of atomic energy so far plays in 
the country’s long-term economic programmes. The case is not 
too different from that of the United States, where large quantities 
of conventional fuel will be still available for a relatively long period 
at an advantageous cost, which therefore makes the development 
of atomic power for industrial use a less pressing economic prob- 
lem. Austria has, however, shown great interest in the world-wide 
collaboration for the development of atomic power, and the 
Austrian Government’s invitation to establish the seat of the 
International Atomic Agency in Vienna was unanimously accepted 
by this organization’s preparatory conference. 

Through the conclusion of the State Treaty Austria also obtained 
control over her large oil and natural gas resources, which make her 
the second most important producer in Europe (after Rumania).? 
Output of crude oil amounted to 3-6 million tons in 1955 and toa 
little less in 1956. Austria’s own oil requirements are less than this 
total, even after allowing for the 1 million tons which has to be 
delivered to the Soviet Union for the next nine years. But owing 
to the limited capacity of her refining industries Austria on the 
one hand needs more petrol, especially of the super grades, and 

And excluding the U.S.S.R. 
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more fuel oils than she can produce, and, on the other hand, has 
surpluses of petroleum and gas oil available for export. 

From the above considerations it is obvious that Austria has not 
been so directly hit by the Suez crisis as most of the other Euro- 
pean countries, but she may still experience some shortages in the 
supply of petrol and fuel oil. No limitation of consumption or 
rationing has so far been introduced, but in accordance with the 
O.E.E.C. resolution economies in the use of these scarce products 
were recommended to the public. Fortunately consumption of 
petrol during the winter months falls well below the yearly average 
as many motorists store away their cars rather than risk them on the 
icy and snow-covered roads of the mountainous country. In 
order to ease the situation on the internal fuel oil sector the 
Austrian Government asked the Soviet Government to agree to a 
reduction of the stipulated shipments of fuel oil to the Soviet 
Union. As a result of this the amount of crude oil to be supplied 
to the Soviet Union during the months January-March 1957 
would be approximately 100,000 tons less than that originally 
provided for. It was agreed that Austria would instead ship a 
corresponding amount of other goods. As the blocking of the Suez 
Canal affects only a small part of the country’s foreign trade— 
about 4 per cent of imports and 7 per cent of exports—the direct 
impact on the economy is not very great, but because of her 
strong ties with the other European economies Austria will also 
feel the repercussions of the difficulties experienced by these 
countries. The increase in the prices of raw materials on the world 
markets and in freight rates will make Austrian imports more ex- 
pensive, and it is also feared that any great disturbance in the 
economies of France and the United Kingdom—either in the form 
of a recession or of strong inflationary pressures—may very well 
prove contagious. 


FINANCIAL POLICY 


In the present booming economic situation, characterized by full 
employment and increasing labour costs and a slow but steady 
pressure on prices, any tensions in one economic sector may bring 
about repercussions in the rest of the economy, and it is therefore 
of paramount importance to pursue a cautious monetary and fiscal 
policy and restrain too rapid an expansion. During the past years 
fiscal policy has not to any great extent been used as an anti- 
cyclical weapon, but postponement or cancellation of some public 
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investment projects helped to keep the construction boom under 
control and reduce public expenditure. Generally speaking, greater 
reliance was placed on measures of monetary policy, such as 
changes in the discount rate, the obligation for commercial banks 
to keep minimum cash reserves, the fixing of credit ceilings, and 
various other informal agreements between the monetary authori- 
ties and the banks. The combination of these measures has proved 
effective in slowing down the credit expansion. The level of 
interest rates is very high—bank loans carry a rate of g to 104 per 
cent, mortgage loans bear interest at 64 per cent to 7 per cent, and 
the recent public bond issue was also carried out at a rate of 64 per 
cent. As the maintenance of a tight money policy and of high 
interest rates tends to discourage the expansion of the capital 
market it may well be worth while to explore whether measures of 
fiscal policy could increasingly be used for the purpose of restrain- 
ing overall demand. 

The overall Budget showed a surplus of about half a billion 
Austrian Schillings in 1954 and a deficit of about 1 billion Schillings 
in 1955, which means that the result in both years was much more 
favourable than the original Budget forecasts, mainly because of 
the increase in public revenue which was attributable to the con- 
tinued expansion of economic activity. The financial burdens 
resulting from the State Treaty and from the setting-up of armed 
forces have so far been absorbed without great strains, but rising 
military expenditure is likely to present greater problems in future 
years. The deficit in 1956 is expected to be somewhat bigger than 
that of 1955, although it may not quite reach the forecast of 2-1 
billion Schillings. The deficits are largely financed out of the 
proceeds of Government bond issues carried out in previous 
years. 

The establishment of the Budget for the year 1957 posed grave 
problems, as on the one hand demands for additional Government 
expenditure ran as high as 13 billion Schillings by comparison with 
the 1956 Budget, while on the other hand a decline in the rate of 
increase of public revenue is to be expected. Dr Kamitz remained 
stalwart in his defence of a balanced Budget and cut down on the 
demands of the various Ministries, while at the same time refusing 
to raise new taxes, which in his view would only frustrate efforts 
for a further rise in productivity. The ordinary Budget for 1957 
now reckons with a revenue of 30-4 billion Schillings, or 4-3 
billion more than was budgeted under the 1956 proposals. 





AUSTRIA’S ECONOMIC PROSPERITY 83 


Expenditure is expected to reach 31-2 billion Schillings, up some 
4 billion on the year. To the deficit of 860 million Schillings on 
ordinary account must be added as yet uncovered expenditure 
on extraordinary account of 700 million Schillings, so that the 
forecast for the overall Budget deficit for 1957 works out at 1,570 
. million Schillings, or some 600 million less than the deficit con- 
templated under the 1956 Budget. In fact the Minister hopes that 
the rise in revenue will be bigger than the forecast, which would 
further reduce the actual deficit. In the event that public revenue 
should substantially exceed the forecast—several Cabinet members 
have thought this likely—a supplementary conditional Budget has 
been provided for, involving the expenditure of almost 2 billion 
Schillings. This Budget contains items of different degrees of 
priority, but it will be carried out only if additional revenue beyond 
the amounts required to meet the ordinary and extraordinary 
deficits becomes available. 

The ordinary Budget for 1957 included cover for the raising of 
civil servants’ salaries to the full level provided for in the civil 
service law, but only in the second half of the year. The early in- 
crease in salaries had been one of the promises expressed during 
the election campaign, and the postponement till July 1957 caused 
great disappointment to Government employees and led to strike 
threats by such groups as the police and the postal services. 

In order to make possible the complete valorization of civil 
servants’ salaries as from 1 January 1957, without increasing the 
Budget deficit by the 600 million Schillings which are necessary for 
this, the People’s Party proposed the sale of some of the State’s 
ownership rights in nationalized enterprises, such as the three big 
commercial banks, a proposal which after heated discussions with 
the Socialists was accepted by the Government. 

The three biggest Austrian banks, the Creditanstalt-Bankverein, 
the Osterreichische Landerbank, and the Osterreichisches 
Creditinstitut, had been nationalized after the war, together with 
many mining and industrial companies and the Danube Shipping 
Company. Although they are forma'ly under the supervision and 
control of the Ministry of Finance the three banks are being run 
like private enterprises, and their executive boards and managing 
directors have repeatedly shown their independence vis-a-vis the 
Government. The return to private ownership of the banks, of the 
former Russian-controlled ‘German assets’, and of some industrial 
enterprises remains the aim of the People’s Party whose liberal 
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concepts of free enterprise and of a free market economy were 
approved by a majority during the recent elections. 

The plan of the People’s Party was to issue so-called Volksaktien 
(popular shares) in small denominations, which would be widely 
spread among the population and would, in particular, give the 
small saver an opportunity to invest in shares. In the past savings 
by private individuals were effected mainly in the form of short- 
term deposits with the savings banks and other financial institutions 
which for legal and traditional reasons cannot be used for loans to 
private industry, while the public’s buying of bonds remained 
somewhat limited and of shares practically nil. It is the fact that 
savings are not made in the form most appropriate for long-term 
financing, rather than a general lack of savings, that is responsible 
for the narrowness and weakness of the Austrian capital market. 
Industrial investment is therefore carried out almost exclusively 
through self-financing out of profits, through the counterpart 
funds from foreign aid which are allocated by the Government, and 
with the aid of bank loans. The influence of the banks in the con- 
trol of industry, and the rigidities and oligopolistic situations it 
entails, have been widely criticized, but this can obviously not be 
changed until the capital market is strengthened and can assume 
the role of channelling the accruing savings of the public into long- 
term industrial financing. Because of the special weakness of the 
share market at the present time any increase in the flotation of 
ordinary shares may affect share prices very rapidly and lead to 
wide fluctuations, which would hardly make security saving any 
more popular among the public. The plan for the issue of popular 
shares will have to take this into account. Besides removing some 
legal obstacles, such as the minimum face value of shares which at 
present amounts to 1,000 Schillings, it will also be necessary to do 
away with the tax discrimination in favour of fixed interest bearing 
securities, and above all the investor must be provided with an in- 
centive to save in the form of shares rather than in any other way; 
this can only be achieved through an adequate distribution 
of dividends and a steady and orderly development of share 
prices. 

It may be questioned whether it was opportune to start this 
ambitious new project, which to the author’s knowledge has not 
been attempted in any other country before, with the issue of bank 
shares rather than with those of industrial enterprises, as the banks 
may not be able to pay out dividends for some time, owing to the 
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strict provisions of the bank reconstruction law with regard to the 
banks’ own capital formation. Moreover, the practical execution 
of the popular shares plan may take some time, perhaps as much as 
two years, while the 600 million Schillings in question are needed 
for the first half of 1957. It was therefore proposed to form an 
investment trust, in which the three banks will participate, which 
will first make advances to the State. The immediate effect is con- 
sequently a short-term borrowing by the Government from the 
banks until these shares have been sold. The banks are expected 
to take big parcels of their own shares into their portfolio so that 
only a smaller amount will be distributed in the form of popular 
shares to the general public. The Minister of Finance emphasized 
that such a transaction, implying the sale of State property in 
order to cover current civil expenditure, will not be repeated. 
Indeed, it would be very dangerous if it became normal practice 
to satisfy the various demands for higher Government expenditure 
by selling public property! 

The experience gained with the issue of the bank shares will be 
valuable for the extension of the popular shares project to other 
sectors of the economy, such as the oil industry. While the popular 
shares will not be available to foreigners, efforts are being made in 
order to attract foreign capital for investment in Austria. The in- 
ternal political stability, and the fact that the country has been 
declared neutral, as well as purely economic considerations, such 
as a relatively low wage level and the existence of modern and 
highly efficient basic industries, would appear to provide incen- 
tives for foreign investors; the Austrian economy could certainly 
derive great benefits from closer ties with foreign countries and an 
even fuller integration into the world economy. It is to be hoped 
that the events in Suez and in Hungary will not entail a diminution 
of the necessary confidence on the part of foreign investors. 

If Austria can succeed in securing the financing of a high level 
of investment and can thus further increase the productivity and 
efficiency of her industrial sector and maintain her international 
competitive position, her prospects for future economic growth 
and an improvement in the standard of living are very good. As 
a small country she is greatly influenced by the general economic 
trends in Western Europe, and the maintenance of a high level of 
activity in this part of the world is therefore of great importance to 
her. In view of her special geographical position it is also clear that 
prosperity and economic progress in Austria are of great political 
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value to the West, as they cogently demonstrate to the countries 
behind the Iron Curtain the kind of achievements of which a small 
country in the free world is capable. 

E. P. 


The Burma-China Frontier Dispute 


DisPuTEs over the Sino-Burmese frontier are of long standing. 
There are two areas, both wild and remote, in which disagreement 
over the boundaries has been particularly active. The first and 
most important of these is the Kachin area in northern Burma, 
where no agreement on demarcation has ever been reached; the 
second and ostensibly the principal subject of the recent dispute is 
the Wa district, which forms the north-eastern part of the present 
Shan State. In the Kachin area the Chinese have been known to 
claim an area extending as far west as the Chaukan pass on the 
Indo-Burmese frontier; further south they claim those parts of 
the Shan and Wa States that lie east of the Salween. 

It has been suggested that the Chinese have for some time 
followed a policy of fomenting discontent in the Kachin State and 
small groups of Chinese are said to have crossed frequently into the 
State, either on ‘friendly visits’ or to hold ‘conferences’ in the 
mountains. In this connection, too, attention has been drawn to the 
setting up, in China itself, of an ‘Autonomous Kachin People’s 
Government’, analogous to the ‘Autonomous Thai People’s 
Government’ which has caused such agitation in Bangkok. 
Whether either of these ‘autonomous Governments’ merits such 
attention is doubtful, and in any case Chinese infiltration into the 
Kachin State, although it involves larger stretches of territory, 
does not seem, rather surprisingly, to have caused so much 
anxiety in Burma as similar efforts in the Wa State. According to a 
Rangoon broadcast, on 23 September 1956, at the All-Burma 
Peasants’ Union Executive Conference, the Prime Minister, 
U Ba Swe, speaking of the presence of Chinese troops in the Wa 
State, said that ‘. . . the violation only concerned this State, since 
borders in other areas were still undefined and the Chinese troops 
were constantly moving.’! Burmese Kachins had moreover begun 
to return these ‘friendly visits’: the Kachin State Minister visited 


' B.B.C. Monitoring Report, Part V, The Far East, No. 599, p. 32. 
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China at the end of October. He afterwards attempted to refute 
charges of Chinese ‘aggression’ in the Kachin State, maintaining 
that after the achievement of independence internal instability had 
prevented the central Government from investigating the boundary 
question and that Chinese troops who crossed the border through 
ignorance could not be termed aggressors. 

In the area of the Wa State,! the boundary was first fixed by a 
convention signed in 1894 which was subsequently modified in 
1897. Under this latter convention a joint commission was 
appointed by whom the frontier, as described in the agreement, 
should be ‘verified and demarcated’, in order to ‘avoid any local 
contention’. It was intended that this commission should reach 
agreement in not more than three years from the date of its first 
meeting, which was to take place not later than twelve months 
after the signature of the convention. In fact, the commission did 
not reach agreement until 1904, and even then a section about 200 
miles in length in the Wa area was not finally demarcated. The 
British Government undertook to observe provisionally the Scott 
line (so called after Sir George Scott, one of the original members 
of the commission), which included most of the Wa State as part 
of Burma. This line lay farther east than the ‘Liuchen’ Line, so 
called after General Liu and Mr Chen, the Chinese members of 
the commission. The Liuchen Line intersected the Wa State, 
allotting the valuable Lu Fang silver mines to China. 

The situation remained unchanged until 1933, when there were 
some skirmishes between Chinese irregulars and Burmese frontier 
police as a result of a visit by a party of British geologists to mines 
in the area. In 1934 the British Government protested against 
Chinese incursions, and accordingly in 1935 a second commission 
was set up. This consisted of five commissioners, two appointed 
by the British Government and two by the Chinese, with a Swiss, 
Colonel Iselin, appointed by the League of Nations to act as 
neutral Chairman with a deciding vote. In 1937 the Iselin Com- 
mission produced a unanimous report which determined a definite 
frontier line in the Wa area. In June 1941 the report of the com- 
mission was confirmed by two Notes, one of which laid down the 
frontier between Burma and Yunnan, while the other defined an 
area on the Burmese side of the frontier in which the Burmese 


1 Burma has never at any stage in her history succeeded in exercising any close 
control over this remote area, which is populated by extremely wild and un- 
governable people. 
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Government agreed to permit 49 per cent Chinese participation 
in any mining enterprise. These proposals, however, were never 
ratified, and the frontier still remains a subject of dispute. 

On 21 January 1956 it was announced that senior officials from 
Burma and China were to hold a meeting on 7 February at Lweje, 
on the Burmese side of the Burma-China border, to discuss 
demarcation problems and the opening of a highway between the 
two countries. The Nation (Rangoon) of 8 February 1956 said that 
the meeting was, however, not a ‘Border Meeting in the old 
sense. . . The three main objects of the meeting are: (1) to make 
the border people ‘‘Union conscious”, (2) to promote friendship 
between Burma and China, (3) to let the Chinese hear some of the 
local problems and—if they are willing—to help find solutions for 
them.’ According to the New China News Agency, a com- 
muniqué issued by the Burmese Government on 2 March 1956 
said that the conference had ‘served to acquaint the people in the 
border region of Burma with the present status of the Union of 
Burma. It has also served to promote friendlier relations between 
the border peoples of Burma and that (sic) of the Chinese People’s 
Republic. . . These relations were based on the five principles of 
peaceful co-existence. . .’! It was shortly afterwards rumoured 
that the Burmese Government was anxious to reopen discussions 
on frontier problems because of the dissatisfaction expressed in 
the Burmese press over the Lweje talks.* j 

At the beginning of July 1956 there were reports that the 
Burmese border police units were being replaced by regular 
Army formations, in the face of alleged increasing Chinese Com- 
munist troop concentrations in the area; on 31 July The Nation 
reported that Chinese troops had crossed the north-east frontier 
and had set up outposts. They were unofficially reported to have 
been sixty miles inside Burmese territory along a 500-mile stretch 
inside the frontier areas of the Wa and Kachin States. A Govern- 
ment statement later said that ‘while the Government of the Union 
of Burma cannot but be seriously concerned over this develop- 

' New China News Agency Bulletin, 5 March 1956. 

_ ®*The Lweje Conference has been rightly hailed as a historic meeting, since 
it is the first of its kind to take place. Politically, however, it was nothing more 
than the most limited and preliminary gesture towards the establishment of 
border relations. . . The sum total of the Conference’s political gains was: 


the Chinese agreed that border conferences were a good idea and took back with 


them a copy of the problems listed by our border people for their own leaders.’ 
(The Nation, 13 February 1956.) 
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ment, it is emphasized that the situation is not such as to warrant 
the treatment accorded to it by The Nation.’ The statement also 
said that ‘the Union Government have already brought this to the 
attention of the Government of the People’s Republic of China 
and negotiations are in progress with a view to the withdrawal of 
these troops to the Chinese side of the border.’ 

Reports also appeared in the Burmese press that skirmishing 
had been going on for some time along the frontier.? It later 
appeared clear that Chinese Communist troops had crossed into 
Burmese territory in the areas where Kuomintang irregulars were 
active after 1949,* had remained there ever since, and had as a 
result come into conflict with Burmese patrols. On 4 August 1956 
the Peking People’s Daily denied that Chinese troops had invaded 
Burma and said that they were stationed in the border area to 
preserve peace. The paper went on to say that differences over the 
boundary could be settled only by negotiation and stated that the 
Chinese troops would not retire until a settlement had been 
reached. U Ba Swe, while minimizing the friction between China 
and Burma, insisted that the Chinese troops must be withdrawn 
before discussions could take place. He said there were only about 
500 Chinese troops inside Burmese territory, spread over an area 
of between 700 and 1,000 square miles, but at a press conference 
on 7 August he claimed that ‘the borders of the Wa State are 
clearly defined. . . According to international practice we are 
bound by the Treaty of 1941. In our negotiations with the Chinese 
Government we have pointed this out and asked them to withdraw 
to their side of the border.’* A report from Rangoon had suggested 
earlier that the Burmese might put the case to the United Nations 
Security Council in November if the situation had not altered by 
then, but this proposal, if it was ever seriously considered, seems 
to have been dropped. 

Meanwhile reports of Chinese troop movements inside Burma 
became more alarming, and although U Nu insisted in an inter- 
view that ‘sufficient goodwill exists between Burma and China 
to ensure a just settlement . . .’ he admitted that ‘the matter is one 


1 The Nation, 1 August 1956. * ibid. 1, 7, and 8 August 1956. 

* Their presence (in the Wa State) was first known in 1953 (The Nation, 
11 August 1956) though it is probable that some Chinese troops had crossed the 
border in 1950 following the movement of refugee KMT troops into the same 
area. 

* The Nation, 8 August 1956. 
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that we must tackle with the greatest patience. . .”1 On 3 September 
1956 the Rangoon Daily published what it claimed to be the terms 
of a Chinese Government note on the subject, suggesting that 
Burma should withdraw her troops from the northern frontier 
territories, forming part of the Kachin State, which the Chinese 
claimed fell within their territory, while the Chinese would with- 
draw their own forces from the Wa State. Other sources quoted 
in the same paper said that the Chinese Government had expressed 
its willingness to settle the dispute in accordance with the past 
treaties executed between Burma and China, a proposal which 
appeared designed to revert at the expense of the Burmese to the 
situation before the British entered Burma. Earlier U Nu was 
quoted? as saying that Chou En-lai was to visit Rangoon in De- 
cember in response to a Burmese Government invitation; it was ex- 
pected that the frontier dispute would be discussed during his stay. 

According to a statement made by U Kyaw Nyein, the Deputy 
Prime Minister, in the Burmese Chamber of Deputies on 29 
September, negotiations had been started and were progressing 
smoothly. On 2 October U Ba Swe said at a press conference that 
the negotiations had reached a stage when the ‘Chinese Govern- 
ment has accepted in principle the withdrawal of the troops away 
from the boundary line established in 1941’*—that is, the Iselin 
Line in the Wa State. He added that Chinese troops who had 
crossed the northern frontier had now left Burma. 

On 24 October 1956 U Nu went to Peking for talks with the 
Chinese Prime Minister, Mr Chou En-lai; on his return a joint 
communiqué was issued on 9g November which stated that during 
these talks the Chinese had put forward a ‘fair and reasonable 
proposal’,* to which the Burmese Government promised to give 
‘consideration’. In the meantime the two Governments arrived at 
an ‘understanding’ that from the end of November 1956 Chinese 
troops would withdraw from the area to the west of the 1941 line, 
while Burmese troops would withdraw from Hpimaw, Kangfang, 
and Gawlum—three areas in the Kachin State—the withdrawal to 
be completed before the end of 1956. 

This communiqué makes it fairly clear that China’s purpose in 
invading the Wa State was in fact to establish a position from 
which to bargain over the Kachin frontier. The Kachin frontier 


1 New China News Agency Bulletin, 30 August 1956. 
* See The Hindu, 31 August 1956. 3 The Times, 3 October 1956. 


* New China News Agency Bulletin, 12 November 1956. 
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north of Myitkyina was left undefined by the 1897 Commission, 
and the British subsequently claimed that it should lie along the 
watershed between the Salween and Nmai Kha rivers. The 
Chinese, however, maintained that they had rights over areas west 
of the watershed including Hpimaw, Kangfang, and Gawlum, 115 
miles north-east of Myitkyina, on the grounds that the villages 
had paid tribute to an overlord on the other side of the Salween. 
The British offered to buy out these rights and, despite refusal by 
the Chinese, eventually occupied Hpimaw in 1913. The pass 
between Burma and China at Hpimaw is the lowest in the area 
and the only one open in all weathers. It is defended by a fort. In 
1914 the McMahon line, which follows the watershed, was drawn 
up by British, Tibetan, and Chinese representatives, but the 
Chinese at once repudiated it, and no other settlement was ever 
reached. Another area of dispute, strategically even more import- 
ant, is the Namwan Assigned Tract, recognized Chinese territory, 
which juts into Burma some forty miles south of Bhamo and which 
was originally leased from China, since the best route for the main 
eastern Burmese north-south highway lay across it. Major im- 
provements to this road are now in progress. The Communist 
Chinese regime has consistently refused to accept the rent pre- 
viously paid for this area. 

On 10 November 1956 U Nu gave a press conference in Rangoon 
throwing light on the Chinese claims and his attitude towards 
them. According to The Nation of 11 November, he stated that the 
Chinese Government had signified its willingness to accept and 
respect the existing boundary between Burma and China, and to 
forego all past claims, save in respect of Hpimaw, Gawlum, and 
Kangfang, which it wished to form part of China, and the Namwan 
Assigned Tract which it wanted returned. He was in favour of 
acceding to the Chinese demand because he was convinced 
Premier Chou had made it in a just and conciliatory spirit. U Nu 
gave examples of Chou’s conciliatory spirit in refraining from con- 
testing the McMahon and Iselin lines in their entirety. He went 
on to say that the only condition which Premier Chou attached 
was that there should be a ‘package deal’ embracing the McMahon 
line, the Iselin line, Hpimaw, Gawlum, and Kangfang and Nam- 
wan. China could not agree to a piecemeal settlement. The Nation 
commented that ‘although the terms of the ‘‘Package Deal” are not 
such as to fill us with thankfulness . . . the less critical among us 
might even welcome them with a sense of relief. .. We have saved 
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our necks, but it seems we may have to suffer the loss of an ear.”! 

On the same day The Nation reported that the Burmese War 
Office had announced that all Chinese forces had been withdrawn 
beyond the Iselin line and that arrangements would be made to 
withdraw the Burmese garrison from Hpimaw within the stipu- 
lated time. It was later stated that the withdrawal of Chinese 
troops had been completed on 12 December. It is believed that 
Burmese troops have also been withdrawn. 

Chou En-lai arrived in Burma on 1o December for a ten-day 
visit. U Nu, who had left for Buddhist celebrations in Ceylon, 
was not there to continue discussions with him, but he was able to 
review the border question with U Ba Swe, and the two Prime 
Ministers made a joint journey to Mangshih in Yunnan to attend a 
festival of peoples from both sides of the border. The outcome of 
these talks, however, was not striking, for the final communiqué, 
after describing the course of Chou’s ‘goodwill’ visit to Burma, 
simply stated the Premiers ‘discussed in a spirit of cordial and mutual 
understanding the question of the settlement of the Sino-Burmese 
boundary line. These discussions have led to the further clarifica- 
tion of the Chinese and Burmese points of view and have brought 
the problem nearer to a solution satisfactory to both countries.’? 

Some observers have taken this communiqué to express a 
hardening of Burma’s attitude to China’s claims. Certainly, despite 
the visit of the Kachin leaders to China and despite the conviviali- 
ties at Mangshih, the Kachins appear to feel no wish to see part of 
their State ceded to China. According to The Nation, Kachin 
leaders deny that any of their ancestors in those parts to be ceded 
ever paid tribute to China, and it is on the past payment of tribute 
that the Chinese claim to Hpimaw, Gawlum, and Kangfang rests. 
As U Nu pointed out in his press conference of 10 November,? 
the Constitution of Burma requires that territorial changes affect- 
ing a State within the Union have to be approved by the State 
Council concerned. It seems likely that any cession of Kachin 
territory to China will encounter opposition in the Kachin State 
Council, and now that immediate pressure in the shape of Chinese 
troops in the Wa State has been withdrawn, the Burmese Govern- 
ment may make the attitude of the Kachins a ground for resisting 
the ‘package deal’ proposed by Chou En-lai. 
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2? New China News Agency Bulletin, 21 December 1956. 
3 See The Nation, 11 November 1956. 
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